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Abstract

The neoclassical growth model is extended to allow for mobile labor. Following a negative shock to

a small economy's capital stock, capital and labor frictions effect an equilibrium transition path during

which wages remain below their steady-state level. Outmigration directly contributes to faster income

convergence but also creates a disincentive for gross capital formation. The net result is that across a wide

range of calibrations, the speed of income convergence is relatively insensitive to the degree of labor

mobility.
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Steady-State Relative
Population Density

Steady-State Relative
Asset Wealth

L*Low  =  1.060
L*High =  1.053

assts*Low  =  0.428
assts*High =  0.491

Figure assumes a shock which reduces
initial physical capital stock such that

income is at 60% of its steady-state level.
Unless otherwise noted, parameters

are the same as in Figure 1.

!w,Low  =  0.080
!w,High =  0.109

Initial Income Growth

Relative Wealth to 
induce 1% Net 
Migration Rate

"Low  = 1.08000

"High = 1.00125   

Endogenous Results

Initial Net Migration
!L,Low  = -0.006
!L,High = -0.159

!K,Low  =  0.259
!K,High =  0.204

†
   In Panel B, gross capital stock is normalized

   by the level of technological progress, ext

Asymptotic
Convergence Speed

#*Low  =  0.014
#*High =  0.054

Figure 2: High Versus Low Labor Mobility and Income Shocks

Minimum Population 
Density

Lmin,Low  =  0.966
Lmin,High =  0.680

Exogenous Parameters

Initial Gross Capital 
Formation

Initial Relative
House Sales Price

ValueLow  =  0.936
ValueHigh =  0.863

A. Population
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B. Gross Capital Stock†
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C. Relative Wages
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D. Convergence Speed 
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